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ABSTRACT
The project introduced the business plan for

Victoria's Secret entering the Chinese Market. Victoria's
Secret is a retail brand of lingerie and beauty products,

which is owned and run by the Limited Brands Company in
the United States. Victoria's Secret generates more than

$4 billion in sales a year. It is the fastest growing

subsidiary of Limited Brands and contributes 42% of
corporate profits. More than 1000 Victoria's Secret retail

stores are open in the United States. Products are also
available through the catalogue and online business,

Victoria's Secret Direct, with sales of approximately $870
million.
This business proposal will discuss the following

aspects of the Chinese Lingerie textile market: the
distinct backgrounds of Chinese and United States' textile

markets, the potential advantages and risks for entering
the Chinese market, examples of current success of

American companies in China, and the potential strategy
for successfully entering the Chinese markets.
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CHAPTER ONE

COUNTRY OUTLOOK - CHINA
Introduction

The purpose of this project is to develop a business

plan for Victoria's Secret to enter the Chinese Market.
Victoria's Secret is a retail brand of lingerie and beauty
products, which is owned and run by the Limited Brands

Company in the United States. Victoria's Secret generates

more than $4 billion in sales a year. It is the fastest
growing subsidiary of Limited Brands and contributes 42%

of corporate profits. More than 1000 Victoria's Secret
retail stores are open in the United States. Its products
are also available through the catalogue and online

business, Victoria's Secret Direct, with sales of

approximately $870 million.
Currently, Victoria's Secret doesn't operate any

stores in China. This project will discuss the following

aspects of the Chinese Lingerie textile market: the
distinct backgrounds of Chinese and United States'
Lingerie markets, the potential advantages and risks for

entering the Chinese market, examples of current success

American company in China, and the potential strategy for

successfully entering the Chinese markets.
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Overview
The first chapter will focus on China and the

country's economic conditions, as well as the

demographics. Since the cultural environment is an
important part of doing business in any foreign country,

some of these factors that may influence foreign investors
in China are examined. Finally the legal aspects that
affect doing business, primarily the property rights of
investors in China are covered.
Demographics

In the past ten years China has positioned itself as
one of the world super powers. According to the 2008 World

Factbook, the estimated population of China in July 2008
was 1,330,044,605, the highest population compared to any

other country in the world (World Factbook, 2008). It

accounts for 20% of the world's population, demographic
trends show that growth is not rapid and is similar to
developed countries. In the next decade China is expected

to account for only five percent of the world's population

growth, whereas India will contribute 33 percent (Laurent,
2007).

One reason is China's one-child policy. This policy
was implemented in 1979 in order to slow down the
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population growth. The one-child policy was applied both

in urban and rural areas. This policy is still maintained
by law enforcement (Laurent, 2007)

Such a policy has led to a decreasing birthrate. It
also has resulted in a high proportion of aging

population. In fact, the population of the world that is

over 40 years old, 30 percent is contributed by China
(China Business Forecast Report, 2008, p. 41). Of the

world's population that is under 25, China contributes

21%. This trend is very similar to what is being
experienced in the West (Laurent, 2007).
Education and Urbanization

Throughout the world there are significant
differences in overall education standards. On country's
education level, China has a significant advantage over

India, Africa and other developing Asian countries, yet is
competitive with South America and the Middle East (China

Business Forecast Report, 2008). Such standards enhance
the productivity of the labor force and increase household
incomes, but also change attitudes regarding family size
and urbanization (Laurent, 2007).

Urbanization is very much a characteristic of the
Asia region. So much so that in the rest of the world the
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urban population is already over 60% of the total

population, and in many cases more than 80%. In China with
an increasingly educated workforce, the number of people

living in urban areas is estimated to increase every day

by 28,000 for the next ten years (Laurent, 2007).
Working Population Demographics
The demographics of the working population is more

relevant from a business perspective. First, there is a
large pool of employees that a company can draw from.
Second, a working population has more discretional income

for shopping. This is essential for Victoria's Secret to

being successful in this country (Hofstede, 2001).
At the September 2007 International Conference on the

CCP's 17th Congress Daniel Xu and Ning Ding presented

"Distortion of Population Growth and Pressure on
Employment." They demonstrated the numbers for the people
entering the job market in China between 2006 and 2020.
The numbers in millions are illustrated in figure 1. As
the graph illustrates, the greatest number of entrants

into the workforce is being experienced now and will

continue through 2013 (Xu & Ding, 2007)

4

______________________ Source: Xu, Ding, 2007_________________
Figure'!. Number of People Entering the Job Market in
China 2006-2020, in Millions

Due to the one child policy, China expects the
decrease in the working populations to be rather sharp -on
average 5.8% annually (Pettis, 2008).

Retirement also decreases the workforce. The

population of China is still a young population, so the

number of retirees is currently small, but this is
expected to grow. The percentage of people at age 65 or
older is currently about 7 percent. This number is

expected to reach 23 percent by 2050, compares to western

Europe 33 percent and North America 29 percent, the

percentage is low (Pettis, 2008).
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Another factor influencing the working force is the
growth of working women., In different regions of the world
the percentage varies. For example, in North-America 66%

of women is employed, whereas in the Middle East this

percentage is only 20%. However, like North America, the
percentage of women working in China is around 60%. Since

China's labor force is projected to decline by 2 million
persons annually for the next decade, to stay competitive
regarding GDP growth rates, there is pressure to increase

the productivity of work force (Laurent, 2007).

The economic implications of the above demographic

shifts in China mean that despite the fast economic
growth, the need for job creation will drop after 2010. In
the long run, as the retired population keeps increasing,

productivity levels will need to increase to maintain

current per capita income levels (Pettis, 2008).
Household Income
According to Laurent, in 2007 the average annual

salary was US$3,561 in China. However, China still is a
developing country; there are large differences in average

income between the provinces. For example in Beij ing the
average annual income was US$5,679 and in Shanghai it was
US$4,273, where in the less developed province of Gansu,
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the annual income was US$594. Furthermore, there are

salary gaps between industries. The banking industry in
China has average annual salary of US$14,245, and textile
industry has US$2,849. Even in the same industry the

salaries can be very different. Ranging in finance sector

between US$142,450 annual salary and US$5,698 (China

Business Review, 2007).
The discrepancy between urban and rural incomes in
China is increasing. For example, in 2005 the average
urban household earned Rmb 36,000 (US$4,320) annually,
compared with Rmb 12,000 (US$1,440) for a rural household

- a three-fold difference in incomes. Higher income
households (earning over US$4,800 annually) are able to

engage in discretionary consumption and are located mostly

in urban areas. In 2005, higher income households

comprised 31% of all urban households, but they accounted
for 54% of earned income, 47% of expenditures and 74% of

savings. Moreover, the higher income households are

concentrated to nine percent of the1 geographical area of
China. By focusing on these areas about 50% of the
households are able to afford higher value products and to

save for investment (Laurent, 2007).
The wealth distribution by the age groups is shown in
table 1. In 2000, the highest proportion of wealth in
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China was concentrated among people between 40-60 years

old (Cheng 2003).

Table 1. Age-Wealth Distribution in China
Age group

Proportion of
Wealth Held (in %)

21-30

3.29

31-40

14.75

41-50

25.75

51-60

25.64

61-70

21.05

>70

9.42

(Approximated by the U.S. data)
Source: Cheng (2003).

If the distribution is correct, the population of
China is following very similar trends that are prevalent

in developed countries. China has to focus on increasing
the productivity of labor force in order to keep the GDP

growing. Also, similar to developed nations, 50% of
China's wealth is concentrated among those who are 40 to

60 years old (Cheng, 2003).

Economy
China has been an important economic power throughout
history. During the last century up to about two decades
8

ago, China's economy was largely closed to international

trade. Since then, it has changed from a centrally planned
system to a more market-oriented economy and has joined
the World Trade Organization (WTO)

(Davis, 2008). China

has developed a fast-growing private sector, and it has

become a major player in the global economy (The 2008
World Factbook).
Reforms in China started through the liberalization

of prices, fiscal decentralization, increased autonomy for

state enterprises, implementation of a diversified banking

system, development of stock markets, a growing private
sector, and allowing to foreign, trade and investment.
These processes have taken place step-by-step. Starting in

2005, minority shares in four of China's largest state
banks were sold to the foreign investors (Davis, 2008).

Also refinements in foreign exchange and bond markets took
place (The 2008 World Factbook).

Until 2005, Chinese currency called Renminbi (RMB) or
Yuan (CNY) was tightly linked to the US dollar. In July

2005 China revalued its currency by 2.1% against the US
dollar and adopted a so-called "basket of currencies"

exchange rate system. Since then the appreciation of Yuan

against the US dollar increased 15% in January 2008 (The
2008 World Factbook).
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The restructuring of the economy in China has led to

more than tenfold increase in GDP since 1978 (Davis,

2008). Although in 2007 China was the second-largest
economy in the world after the US, it still has one of
lower per capita income among developing countries (The

2008 World Factbook).
Figure 2 illustrates the GDP growth in China during
the period from 1990 to 2007. As shown, China's GDP per

capita has not kept up with GDP growth (The 2008 World

Factbook).

k^rgiGDP

CNY billion at current prices

E—nGDP CNY percapita

» Real annual growth rate (%)

Source: http://www.chinability.com/GDP.htm
Figure 2. Gross Domestic Product of China 1990 - 2007

10

As shown, GDP growth in real terms peaked in the
beginning of 1990s, reaching 14.2% annual growth by the
end of the 1990s. During the Asia financial crises, the
GDP growth slowed down and dropped to 7.1% in 1999. Since

then, the growth rate has increased again and in 2007 the
GDP growth in China was 11.4% (http://www.chinability.com/

GDP/htm).

Another important economic indicator is foreign
direct investments (FDI). Annual.inflows of FDI in China
rose to $75 billion in 2007. By the end of 2007, more than

5,000 domestic Chinese enterprises had established direct
investments in 172 countries and regions around the world
(The 2008 World Factbook). Since 1993, China has had
world's largest FDI inflow. According to Long (2005), 90%

of the FDI is from green-field investments. The increased
inflow of FDI is partly due to the government policies,

such as tax incentives, as well as directions published by
Chinese Ministry of Commerce to guide investment (Long,
2008).
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Source: Long (2005).
Figure 3. Foreign Direct Investment in China 1984 - 2003.

As seen from Figure 3, FDI inflows to China have

increased hundred-fold since the beginning of 1990s. After
the Asian Financial Crises, FDI inflow decreased slightly
but has since increased again. According to Long (2005)

about 60% of the FDI in 2001 went to the manufacturing

industry. Also approximately 53% of the numbers of FDI
projects in China were joint ventures and about 34% were

solely foreign owned enterprises. When looking at the
contract amount these two forms of foreign investments are
equal, the solely foreign owned FDI projects accounted in

2002 for about 40% and joint ventures accounted for 39%
(Long, 2008).
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As China moves forward the government has several
challenges to maintain its economic development such as
1) for workers that have been laid off from state-owned

enterprises, 2) for migrants from rural areas, and 3) new

entrants to the work force. Moreover, there is a need to
end corruption and other economic crimes that hinder

economic growth. As well rapid economic growth has led to

deterioration of the environment: air pollution, soil
erosion, and the availability of clean water. Next to the

US, China has the highest emission that affects global

warming. Hence state and municipal governments are working

to contain environmental damage and social strife caused
by economic growth (The 2008 World Factbook).
As a member of the World Trade Organization (WTO),

companies in China faced the pressure to raise the product
quality as a result of serious set back in manufacturing
recently. For example, with the incidents like led-paint
toys produced for Mattel (Bellamy, 2008). In fact, the

Chinese quality regulator itself stated in 2007 that
nearly a fifth of the food and consumer products it

checked were found to be substandard. The products sold to
in China had sizable quality and safety failure rates
(Barboza, 2007) . The quality issues force Western
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companies to consider the risks and costs related issues,
and possibly withdraw their production from China.

On the other hand, with the raising wages, pressure

to implement the quality control techniques, and
increasing raw material costs, the production costs in
China are increasing (Perriello, 2008). According to

China's national statistics office, by April 2008 the
average production costs had risen 8.1% compared to
previous year ("Record rise..", 2008). This could force
many companies looking for lower outsourcing costs, to

look for other countries like Vietnam, Laos, Bangladesh or
Cambodia.
Cultural and Social Factors

China operates differently from West. The long-term

economic opportunities China offers out weigh the
differences. When entering the Chinese market foreign
investors, however, have to face their business practices
that are often sharply dissimilar to the practices in
their home countries (Jiang, 2003). According to Jiang

(2003) the most significant of these practices include:
preserving "face" in public, cultivation and maintenance
of relationship networks (or guanxi), time as subordinate
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to relationships, and limited legitimacy accorded to the
rule of law in contrast to demonstrations of power.

Jiang (2003) divided the factors affecting business

in China into three groups: 1) Chinese culture,
2) relationship networks, and 3) venture organization's
resources. These factors are further illustrated in Figure
4.

•
•
■
•
•
•
•

Employees’ loyalty to company
Hardworking characteristics of employees
Employees * expectation from the company
Language
Social structure of society
Chinese people’s way of life
Way of doing business in China

• Relationship with the government authority
• Relationship with Chinese partner (if applicable)
Relationship with suppliers
■ Relationship with customers
• Relationship with the local logistics network
• Personal relationships between managerial staff
• Personal relationships between managerial and
non-managerinl employees
• Personal relationships between Chinese and
expatriate managers (if applicable)
• Personal relationships with external individuals
■ Personal relationships with external organizations

• Source of trained expatriate managers from
foreign parent firm
• Training and education programs for expatriate
managers
• Source of qualified local Chinese managers
• Training and education programs for local
Chinese managers
• Competent sales & marketing professionals
• Source of skilled Labour
• Source of financial support
■ Source of advanced technology

________________________________ Source: Jiang (2003).________________________________

Figure 4. Framework of Factors Affecting Business in China
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Yeung and Tung (1996, p. 72) emphasize the importance
of guanxi or connections in doing business in China, and

stated that guanxi refers to the "establishment of a
connection between two independent individuals to enable a

bilateral flow of personal or social transactions." The

authors stressed that one important characteristic of
guanxi is that both parties receive benefits from such

connection to continue the relationship. The authors look
at the characteristics of guanxi from six aspects:

1)

Role obligations vs. self-interest - according
to Confucian principles individuals are part of

the system and not isolated entities; according
to Hofstede (2001) this means that Chinese are

not individualistic but a collectivistic
culture.
2)

Self-loss vs. Self-Gain - according to the
authors in the case of unequal reciprocity the

Chinese are tilted towards self-loss, meaning

that if someone does you a favor you pay back

more.

3)

Long-term vs. short-term time orientation
perspective - Confucian societies assume the

interdependence of events, and understand all

social interactions within the context of so
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called "long-term balance sheet," so guanxi is
maintained and reinforced through continuous,
long-term association and interaction.

4)

Power differentiation - according to Confucian

principles those in the position of power and

authority must assist the disadvantaged; this is
why the Chinese feel that investors from
industrialized countries should make concessions

to help developing nations.

5)

Nature of power - the Chinese rely primarily on
personal power or governance by ethics over the
governance by law, because they believe that

those who occupy positions of authority and can

define what is permissible in a given context at
a particular time.

6)

Shame vs. guilt - in Confucian societies,

illegal or immoral actions,, the shame associated
with the wrongdoing has more effect than guilt;

this also reflects the principle of "saving
face" where face represents more than just a
reputation of the person. In the business

context it is important to keep in mind that

putting a partner in a position where they may
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be ashamed before people around them, may hurt

future relations (Yeung & Tung, 1996).
Shaw and Meier (1994) found that Chinese partners of
multi-national corporations are much less interested in
winning market share and creating entry barriers for

competitors. They are, however, interested in gaining
access to the technology, know-how, foreign exchange, and
new jobs. The authors concluded that finding and

cultivating good local partners is very important in doing

business in China. They especially stressed the importance
of keeping relationships with the government-controlled
factories that report to municipal bureaus overseeing
their industry (Shaw'S Meier, 1994).

In conclusion, it can be said that the business

culture in China is different from Western business
culture. For businesses entering the Chinese market should
not expect to be able to change the Confucian way of

thinking, but consider an adaptive strategy. It is

important to keep long-term business relationships that
may or may not bare fruit in the short-term but will

ensure the long-term business success.
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Legal and Political Environment
China operates a civil law system that includes some

common law elements incorporated with laws that were
prevalent in Hong Kong, although relatively less emphasis

is placed on legal precedent. The reforms of the legal
framework have lead to the number, of changes in

institutions, laws and practices. The Chinese formal legal
system has a national court system comprising 3,000 basic

courts and some 200,000 judges. The Chinese courts are
divided into Courts of General Jurisdiction, and Courts of

Special Jurisdiction (China Business Forecast Report,

2008).

Despite many changes that have taken place,

legislation in China is inadequate, that lead to conflicts
between national and local norms, producing incoherence
and inconsistency (China Business Forecast Report, 2008).
Laws and regulations tend to be more general and therefore

need more specific implementation of rules and measures.
Many foreign and Chinese businesses turn to government

arbitration in an effort to avoid the unexpected changes
often without reaching a solution to conflict. China's

current legal and regulatory system can be opaque,
inconsistent and often arbitrary. Moreover, implementation
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of the law is inconsistent (China Business Forecast

Report, 2008).
Property Rights

In China the land is owned by 'the public', therefore
individual's ownership is forbidden. However, both Chinese
nationals and foreigners are allowed to hold long-term

leases for land use. They can also lease long term on
buildings, apartments, and other structures on land (China

Business Forecast Report, 2008).
The legal framework for protecting intellectual

property rights is insufficient in China. Many
multi-national corporations doing business in China still
state that protection of their intellectual property is

inadequate. Under the WTO commitments China has committed
to full compliance with the agreement on Trade-Related
Aspects of Intellectual Property (TRIPS). But enforcement

of these commitments has been poor. Furthermore, penalties
that have been applied are insufficient, and trademark and

copyright infringement is widespread (China Business

Forecast Report, 2008).
Property rights are very important to foreign
businesses entering Chinese market. Since the legal
framework does not protect these rights sufficiently, many
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businesses come up with alternate methods to protect their
trademarks, technologies and know-how. Often foreign

companies that open manufacturing plants build closed
communities around them ensuring that nothing will leak
out (China Business Forecast Report, 2008).

Summary

The first chapter of this paper has focused on China
and the economic conditions of doing business there. The

demographics, the current demographic trends and possible
implications of such trends were analyzed. From the

analysis, it was concluded that China is living through

similar trends like the majority of Western developed
countries - namely urbanization and an aging population.
The wealth and economic development in China is

concentrated in coastal areas. From the business
perspective it is important to be able to identify where
are the households who are able to consume higher value

products and to save for investment, and reach them

efficiently.

The analysis of the economic conditions in China
focused on GDP and FDI. Both economic measures have been
growing rapidly since China started economic reforms more
than two decades ago. For businesses, another important

21

aspect of the country is its cultural environment. Most

investors to China stress the importance of guanxi or
relationships. Finally, regarding the legal environment,
the main concern of investors is protection of property

and intellectual rights that affect investors' interests

in doing business in China.
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CHAPTER TWO

INDUSTRY OUTLOOK

Victoria's Secret is competing in two different
industries: lingerie manufacturing and lingerie retailing
industries. The company manufactures their own lingerie
products, as well as operates retail stores in Northern

America. The environment in these two industries is a
little different, therefore it can be said that Victoria's

Secret actually has two sets of competitors. Hence, this

chapter provides the overview for both industries from
global and' China perspectives, and covers the major trends

in the lingerie business.
Global Apparel and Apparel Retail Industries
The lingerie industry is part of the apparel and

textile industry that is highly segmented with many
different niche sectors. Apparel and textiles includes,
for example, women's, men and kids apparel, accessory

sales, and sales of luxury goods. According to Datamonitor
(a provider of database and analysis services, the company

team includes analysts and professional researchers, they
provide data analytic and forecasting for industry sectors
such as automotive, consumer markets), the global apparel
and textiles industry grew in 2007 by 4.5% and reached the
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total value of $1.6 trillion USD. They forecast that in 4
years the industry would grow over 23%, reaching total
value of $2 trillion USD in 2012 (Data Monitor, 2008) .

Almost three quarters of the total market sales comes from
the sales of apparel, accessories and luxury goods. By

geographic segmentation, United States is the largest
market accounting for 34.6% of the global industry's value

(Apparel and Textile Industry Profile: Global, 2008,
p. 3) .
The apparel retail industry includes different retail

sales segments. For example, women's apparel or kids
apparel retail stores. In 2006,; the industry grew by three

percent reaching the total value of $852.8 billion USD

(Apparel Retail Industry Profile: Global, 2007). However,
compared to the apparel and textile industry, three

percent growth is much slower. Same trend is expected to

continue and Datamonitor forecasts that by 2011 the total

global value of the industry is $994.8 billion USD
(Datamonitor, 2007.). Women's apparel retail sales segment

is the biggest segment of this industry contributing
approximately 55% of the industry revenues. Worldwide,
United States is the largest market contributing 45% of
the global sales revenue (Datamonitor, 2007.). Industry
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growth numbers by geographic area are illustrated in
Figure 5.
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Figure 5. Apparel Retail Industry Growth by Geographic
Areas 2003-2006

As shown on the figure 5, the global apparel retail
industry growth has been increasing slowly during 2003 to

2006. The faster growing markets have been China, Russia,
India and Asia-Pacific in general. In 2006 the fastest

growing market was India with 12.3% annual growth compared
to 2005. Another Asian country, Japan, on the other hand,
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experienced negative growth in recent years and in 2006
the apparel retail market decreased in value in Japan by

0.4% (Apparel Retail Industry Profile: Global, 2007).

_____________________________ Source: Datamonitor (2007).___________________

Figure 6. Apparel Retail Market Value by Geographic

Regions 2002-2006

Since 2002 the global apparel retail market has grown

from a total dollar value of $780.10 billion USD to $852.8
billion USD, an eight and a half percent growth over the

five-year period (Apparel Retail Industry Profile: Global,

2007). European apparel sales grew slower compared to the
overall global market and reached the value of $260

billion USD in 2006 (4.5% growth over 5-year period).
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Asia-Pacific on the other hand, grew much faster than the

total global apparel retail market with the 15.7% growth
over the 5-year period. Market shares of different regions
of the world are illustrated in figure 7

(Datamonitor,

2007) .

_______________________ Source: Datamonitor (2007).___________________
Figure 7. Value of the Global Apparel Retail Market by
Region in 2006

Currently the biggest market is the US, contributing

34.7% of the global apparel retail market value (Apparel

Retail Industry Profile: Global, 2007). Asia-Pacific
contributes approximately one. quarter of the global sales.

In Asia, the biggest market in 2006 was Japan - the

Japanese apparel retail industry was by value less than
10% of the global market. However, by 2008, China

surpassed Japan, as the second largest retail market
globally behind the United States.

According to the Datamonitor the US market should
grow to the value of $336 billion USD, while Asia-Pacific

market is expected to grow to $265 billion USD.

____________________ Source: Datamonitor (2007).___________________
Figure 8. Expected Value of Global Apparel Retail Markets
by Region in 2011
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By 2011 the global market by major regions will be
similar to 2006, with the US still occupying about 34% of
the market value (Apparel Retail Industry Profile: Global,

2007). The contribution of Asia-Pacific region as a whole
will increase a bit and is forecasted to be almost 27% of
the market (about 8% more compared to 2006). The fastest

growing Asian markets, on the other hand will increase
their share in the industry, with China being the leader

with approximately nine percent of the market (in 2006 it
was 7.9%). India is growing as well, but by dollar value
the market is still smaller than China and Japan, with

about 3.2% of the global market (Apparel Retail. Industry
Profile: Global, 2007).
Global Lingerie Industry
The lingerie market is one of the sub-segments of the

apparel retail industry. From the global apparel retail
market the lingerie market takes a share of about 3.5%

(Lingerie, 2008, para. 4). According to the China's trade
information mediator Adsale, in 2007 the global lingerie
market grew by 2.6% compared to 2004, reaching a value of

$29.92 billion USD ("Plus-size", 2008). Compared to the

average annual growth of the apparel retail industry
(2.25%), the lingerie industry grew much slower -
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averaging around 0.8% growth. According to the report

titled "Global market review of lingerie and intimate

apparel - Forecasts to 2014," reasons for low growth are
aging populations, decreasing prices, and the continued

movement of production to lower cost countries such as

Bangladesh, Vietnam and Indonesia (Global Market Review,
2007).

However, industry grew faster in the emerging

markets, such as India and China. Between 2004 and 2007
the lingerie market grew there over 8% annually

("Plus-size", 2008). That is more than three times faster
growth compared to the average growth of global lingerie
market.

The lingerie industry is expected to grow globally
about 12% in seven years by 2014, while apparel retail

sales are expected to grow sixteen percent by 2011 by over
16%. Hence, the value of the lingerie industry would
increase to $33.5 billion ("Plus-size", 2008).

Similar to the global apparel retail industry, 65% of
sales are made in Western Europe and North America

("Plus-size", 2008). According to NPD Group, the annual
sales of lingerie in the US were over $10.5 billion in

2007 (NDP Group report, 2007).
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Moreover the lingerie market can be segmented into
smaller subgroups. One-way is by product categories: bras,

briefs and corsetry.

____________________ Source: (“Lingerie.2007)__________________
Figure 9. The Segmentation of Lingerie Market by Product
Item Groups

As shown in figure 9 the biggest segment of the
market is bras, counting for 56% of the volume, followed

by briefs and corsetry.

("Lingerie...", 2007)

Lingerie Industry

The global lingerie market is rather dispersed with

less than a dozen global brands and many local brands. The
top global brands include: Hanes group, Maidenform and

Triumph. Hanes includes brands such as Bali, Playtex and
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Wonderbra (Hanes Company, 2008). Another global brand is
Maidenform - an American women's underwear producer was

founded in 1922. Today, in addition to Maideform, the
company has brand names like lilyette and flexes
("Maidenform company history", 2008). Triump International

- a German company started business in 1886 ("100 years...",
2008). In addition to global companies each geographic
market includes local brands that may-be focusing on a

certain area like Europe, or smaller domestic brands that
focus only on their home market such as China.

The main positioning of some major brands in the
women's lingerie market is based on four characteristics:
luxurious, sexy, sporty and casual. Many of the lingerie
producers may focus on many of these segments. For example

Victoria's Secret has luxurious and sexy bras but also
carries casual underwear. The brands are positioned based
on company's primary perception of the brand. As can be
seen from the figure the Victoria's Secret is more closely

competing with two major American brands: Agent
Provocateur and Frederic's of Hollywood. On the other hand
Notori, Moving Comfort and Jockey compete in the sporty
niche market.
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Trends in the Lingerie Market

There are many trends occurring in the lingerie
market. These niche markets are growing faster than the

overall industry. However, during the recent years there
have been three major trends in the industry, these
include on-line presence, going green and larger cup sizes
of bras (Foreman, 2007).

Online Presence

In recent years many lingerie brands have established
their presence on the Internet, such as Victoria's Secret,

La Perla, and Frederic's of Hollywood. Since Victoria's
Secret opened its first store at Stanford Shopping Center,
catalog mail order was quickly followed, and then came

along with their online shopping (Victoria's Secret
Company History, 2008). In fact, the Internet is a must

for any international brand. The look of these brands'

homepages is very different, ranging from simple web-based

catalogues to password-protected showrooms (Foreman,
2007) .

The Internet has also permitted smaller brands to
establish their brand in the marketplace. Opening an

on-line "store" allows niche companies to sell globally.

Many of such small producers are able to join multi-brand
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sites that sell a wide range of different brands. On-line
stores are also comfortable for.customers who are looking
for specific products, for example larger sizes and custom

lingerie (Foreman, 2007) .

Daniel Perret, CEO of Millesia, that owns the license
for Nina Ricci lingerie, has noted that the internet has

prolonged the product life cycle, by letting companies

sell product styles longer on-line (Foreman, 2007).
However, the life cycle of lingerie models is becoming
shorter, as companies themselves come out with new
collections each season in order to compete in the market.
Internet allows companies to continue to sell older

collections and is therefore a convenient tool to satisfy
the customers and maintain product margins (Foreman,

2007) .
Going Green
Though many lingerie brands are still trying to catch

up with Victoria's Secret and its patented innovative

fabrics, the newest trend is being "green."

Eco-friendliness has touched the lingerie industry with
different producers embracing the green attitude in
different degrees (Monget, 2007). For example, Hanes is

offering organic-blend merchandize, while more interesting
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niche players, such as Cuddle Duds, launched a whole
soy-blend warm underwear line (Monget, 2007).

This new trend is neither easy nor cheap to follow.
For many lingerie producers, it is especially difficult,

in addition to providing eco-friendly products, customers
are also expecting products to still provide support,

comfort and be fashionable. New innovative materials like
Tencel and Modal, which are produced from plant matter,
have earned the support of customers for their softness
and sustainability (Monget, 2007). Eco-friendly materials

still need to be developed to reach qualities found in

synthetics but producers are testing the use of fibers
produced from soy, corn, bamboo and even pineapple

(Monget, 2007).
Producers are also working on increasing consumer
awareness about the benefits of organic fabrics. Though
the awareness of organic products in general is increasing

rapidly, there is still little knowledge about the

benefits of environmentally friendly underwear (Monget,

2007). Consumer awareness and product functionality are
not the only challenges; it is still difficult to ensure

that the materials used are truly organic. Even though

there are agencies's testing yarns after production,
quality control often gets lost when fabrics are shipped
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to manufacturers abroad. There are also disagreements as
to what constitutes environmentally friendly fabrics in
the textile industry. For example, some animal activists

object to the harvesting of silkworms. Therefore,
companies are continually working on guaranteeing that .
their brands claiming to be "green" actually are 100%

eco-friendly (Monget, 2007.).
Being "green" is also not cheap inexpensive because
the research and development costs of creating new

eco-friendly fabrics are high. In addition, the
organically grown raw materials like cotton are more
expensive (Monget, 2007).

Wider Size Range

For many years, already one of the trends in the

lingerie industry has been the rising demand for plus-size
lingerie. This trend is caused by two major factors:
1) the natural increase in body size, and 2) the impact of

cosmetic surgery. For example, in 1920 the average bust

measurement was 32 inches in the UK, but in 2000 it was 36

inches ("Plus-size...", 2008). In France 18% of women wear a
D-cup or larger, and in the US the sales growth of
plus-size bras is even higher. Moreover, in UK there has

been a 30% increase in demand for bras sized DD and larger
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size. Similar trends exist in other Western countries

(Plus-size, 2008.) .
Along with the increased demand by plus-size
customers have increased expectations of product

functionality and aesthetics. As a result many smaller
niche producers are focusing on this target group

("Plus-size..." 2008) .

The Lingerie Industry in China
The Chinese apparel industry reached a value of $67.9

billion USD in 2006 (Apparel Retail in China, 2007). That
is a compound annual growth rate of 8.4% for the period of

2002 to 2006. The forecasts for the industry are that by
2011, it will reach the value of $91.7 billion USD, in
four years that would average of almost nine percent

annual growth (Apparel Retail in China, 2007, p. 5).
China has one of the world's largest apparel

manufacturing industries (Apparel Retail in China, 2007).

It is composed of many small and medium-size enterprises

(SMEs). Due to recent strong recent growth the industry
has attracted many new entrants. Barriers to entry in the

apparel retail industry in China are not high making it

easy for smaller firms to enter the market. However, a few

larger corporations account for the major share of market
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value. The strength of large corporations is their brands
and being present in a wide variety of retail stores

(Apparel Retail in China, 2007).
Brand loyalty in the Chinese retailing business is

relatively low with the exception of designer brands.

Despite that some labels do have their own retail
operations; there is a large market for non-designer
branded apparel (Apparel Retail in China, 2007).

According to China National Commercial Information
Centre (CNCIC), underwear accounts for 16.6% of the total

retail sales volume ("Performance of ..." 2006) . CNCIC
estimated in 2006 that this market segment will reach 20%

annual growth by 2011. The biggest potential is seen in
the women's lingerie segment (Performance of apparel

products sectors, 2006.).
In China, the strong position in the lingerie market
is held by the domestic mass-market brands ("Performance

of ..." 2006) . Mid-range brands include 'Jealousy, Oleno and

Meisee. These brands provide reliable quality and
affordable price for the mass market. Lower - end lingerie

is dominated by unbranded products and lack quality in

fabrics used, even though they may look fashionable and is
colorful. High-end domestic brands include Aimer and

Maniform.
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Global market leaders such as Triumph from Germany
and Wacoal from Japan entered the Chinese market in the

mid-1990s. Targeting high-end customers, their global

branding experience aided them to get a foothold in the
Chinese market. Compared to many domestic brands, these
brands offer wider variety and better quality, at least as

perceived among the customers ("Performance of ..." 2006) .

Luxurious

® Triumph

® Wacoal
$ Manirorm

Sporty

Sexy

® Aimer

® Jelaousv
® Oleno
® Sunflora
® Waterflower

® Sloggi

Casual
Source: Performance of Apparel Products, 2006, p. 14
Figure 10. Perceptual Brand Positioning Map of Lingerie
Industry in China

Figure 10 illustrates the perception of brands
present in Chinese market. Compared perceived positioning
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of global brands, it is apparent that many of these brands
are not present in China, such as Victoria's Secret,

Frederic's of Hollywood and Agent Provocateur. Some of the
brands presented, for example Triumph, have a more

luxurious image in China (Performance of..., 2006)

Aimer

_________________ Source: “Performance of ...” (2006).______________
Figure 11. Market Shares of Lingerie Brands in China in
2005

Figure 11 shows that the women's lingerie market in
China is highly segmented, with small brands or

non-branded products take up more than one third of the

total market. In 2005 the market leaders were Aimer with
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9.8%, Maniform with 9.78% and Triumph with 8.87% market
share ("Performance of ..." 2006) .

Trends in China Women's Lingerie Market
In China, underwear was historically not mentioned.

In modern China consumers are becoming more open and the
importance of lingerie has increased. Chinese women do not
perceive underwear as a basic necessity but are paying
attention to the design, sexiness, functionality, degree

of comfort and support. The market is also looking for
wider range of colors in addition to simple nude or white.

Furthermore, the choice of different bra styles has
increase remarkably. Demand for shape wear, such as

push-up and gel bras, has increased. Another trend is the

growing demand for sports bras and T-shirt bras. These
lingerie models are gaining popularity as the awareness of

healthy lifestyles and popularity of fitness is

increasing. It is becoming more acceptable to wear sexy
lingerie, especially among the younger generation. Also,

sales of sexy lingerie is increasing on holidays, such as
St. Valentine's Day, ever since many traditional western

holidays are been accepted and celebrated among younger

Chinese generations ("Performance of ...", 2006, p. 15) .
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Like Western markets, China is also experiencing the

average bra size increasing ("Performance of ...", 2006) .
Chinese women have become taller and their chest

measurements have increased over the past decade to
average cup sizes of B and C ("Performance of ...", 2006,
p. 16).

The global trend of "green" lingerie has not yet made
it to China. But is definitely a next step ahead as the

Chinese women's lingerie market grows and matures.
Even though the Chinese women's underwear market is

rather fragmented, entry barriers are low and several
niche markets are not occupied yet ("Performance of ...",

2006). As Chinese consumers become more acceptable of
sexier and luxurious lingerie, and their income levels

increase, new entrants can be expected. Among younger
women fashion and brand consciousness exist, and hence

global brands like Frederic's of Hollywood or Victoria's
Secret should expect to obtain good market share in the

country. The question is who will be the first to enter
that niche ("Performance of ...", 2006) .
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CHAPTER THREE
COMPANY OUTLOOK

This chapter will focus on the owner of Victoria's

Secret brand and chain of stores, The Limited Brands Ltd,
and the position of Victoria's Secret in the company's

portfolio. The overview of the history of Victoria's
Secret is also given, since the modest foundation of the

first store in 1977. Furthermore, the chapter reviews the
current operations of Limited Brands and Victoria's

Secret. Finally, the company's future strategies are

analyzed.

The Limited Brands

Limited Brands Ltd was founded in 1963 in Columbus,
Ohio, with one store selling women's apparel. Since then
the company has grown to have thousands of stores in North

America and several successful brands. In the 1990s

Limited Brands was a multi-divisional company that focused

primarily on retail sales of apparel. At that time only

about 30% of the sales were contributed by sales of

lingerie, personal care and beauty products. In recent
years the company has restructured and refocused its core

business to sales of personal care and beauty products and
lingerie. In 2007 over 70% of the revenues came from its
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core business. The main brands are Victoria's Secret and
Bath & Body Works.

(Limited Brands corporate profile,

2008)
Limited Brands Ltd. is listed on New York stock

exchange with the ticker LTD. It was first listed in 1982,
under the name Limited Ltd., and in 2002 The Limited, Inc.

changed its name to Limited Brands to emphasize the focus
on building a family of strong fashion brands. The brand
portfolio of the company has changed several times.

Throughout the company history the brands have been

acquired, started from scratch, and sold, such as
Structure, Lerner New York (Historic timeline of Limited

Brands, 2008) .

Many leading brands have been owned by Limited Brands
Ltd, which includes Abercrombie and Fitch and Lane Bryant.

Lane Bryant, the plus-size women's apparel brand was

acquired in 1982 when it consisted of 207 stores and a
mail order division. The stores were sold to Charming

Shoppes for $335 million in July 2001. Twenty-five

Abercrombie & Fitch stores and a catalogue were bought for
$46 million USD in 1988. Ten years later Limited Brands

chose to spin-off the business (Historic Timeline, 2008).

Currently many brands are owned by Limited Brands
Ltd, have been mostly started from scratch by company
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itself. In 1990 the first store of Bath and Body Works was
opened in Boston. In 1998 the company started the home
fragrance brand test by turning fifty Bath & Body Works

stores into The White Barn Candle Co. stores. The tests

were successful, and in 1999 The White Barn Candle Co. was
launched with the large marketing campaign, which included

raising the old style barn in the Bryant Park in New York

City. Both, Bath and Body Works and White Barn Candle Co
are still part of Limited Brands Ltd.

(Historic Timeline,

2008).

History of Victoria's Secret
The leading subsidiary of Limited Brands is
Victoria's Secret, women's lingerie retail seller.
Victoria's Secret stores and catalogue were bought for $1

million in 1982 from its founder Roy Raymond (Began

Victoria's Secret, NY Times, Sep 2, 1993). Originally, Roy
Raymond founded the Victoria's Secret in 1977 in San

Francisco, California. He opened the first shop that
specialized in lingerie, in the Stanford Shopping Center

with a starting capital of $80 thousand - half borrowed
from the bank and half from his relatives. The first year

of the business was a success with the revenues of
$500,000s. The year Limited Brands bought the 4 stores and
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catalogue, the company had the revenues of $6 million a
year (Began Victoria's Secret, NY Times, Sep 2, 1993)

At the time when Roy Raymond opened the first store,
he was a graduate student from Stanford University. He was
not satisfied working in the entry positions at a large

corporation. The business idea of opening women's lingerie

store was born due to his experience of buying lingerie
for his wife. He believed there are other men and women

with similar feelings and decided to undertake a risky
venture to open the first boutique of his own with the new

concept for selling women's lingerie (Victoria's Secret,
2005).
Raymond found that current displays of women's

lingerie were too conservative, so he decorated the store
to resemble a Victorian style bedroom. The first store had

oriental rugs on the floor and the lingerie was set in
Victorian style drawers. The lingerie sold was made by

upscale designers such as Vanity Fair and Warner's. The
next stores were less customized than the first outlet but

"the balance of seduction and classy charm continued to
rule the sensibilities of Victoria's Secret" (Began

Victoria's Secret, NY Times, Sep 2, 1993)
The first year of business was successful and soon
Raymond expanded the number of stores to four and open
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company headquarters and warehouse. He had creative mind
and great ideas, but his financial management skills were
not as well, and in 1982 he was forced to sell the stores

and the catalogue division to The Limited Ltd. As the new

owner of the stores, The Limited Ltd decided to keep the
personalized image of Victoria's Secret. In the 1980s the
company expanded fast into the malls, totaling 400 stores

by the end of the decade. In addition to opening new
stores, The Limited Ltd. also decided to create Victoria's

Secret label as a brand name, widen the product assortment
and increase the publication of the catalog to eight times

a year.. Corsets, teddies, and silk pajamas remained the

product categories of Victoria's Secret, but via the

catalogue other items like shoes, eveningwear, and
perfumes were available for purchase (Victoria's Secret,

2005).

By the 1990s, Victoria's Secret had become one of the
largest lingerie outfitters in Northern America (Redgrave,
2008). It had surpassed competitors such as Cacique and

Frederick's of Hollywood. Annual revenues had grown to
over $lbillion. But in 1993, Grace Nichols was hired as an
executive to take care of staggering growth. Nichols

emphasized older customer as the target customer but the
models presenting the collections at the fashion shows
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remained young. During that time, Victoria's Secret was

also accused of limiting the femininity of the majority of

American women and that company promoted a middle-class
view of "good taste." Despite that the company kept
growing and launched new products like Angel bra
(Victoria's Secret, 2005).

In over 30 years Victoria's Secret has had a great
influence on the women's lingerie industry. Workman (1996)

mentioned that Victoria's Secret reshaped the concept of

women's lingerie in the early 1980s at a time when
department stores did not display women's underwear
openly. Victoria's Secret created an open and luxurious

atmosphere that recreated a nineteenth-century boudoir.
The target customer was a fairly conservative,

middle-class customer. Victoria's Secret helped women feel
that sensuality was not solely for models or celebrities

(Victoria's Secret, 2005).
Limited Brands Ltd and Victoria's Secret Today

Limited Brands has restructured and focused the
company in recent years by selling unrelated subsidiaries.
The new focus was solely on lingerie, personal care and

beauty products. The company has re-defined its

competitive advantages and has decided to apply its
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specialty retailing skills to provide high-value, branded

products both through retail stores and direct channels
(Historical timeline, 2008).

_____________________ Source: Redgrave, 2008.________________
Figure 12. The Current Brand Portfolio of The Limited
Brands Ltd

The current focus of the company is on intimate
apparel, beauty and personal care products. Figure 12

illustrates the brands under each core focus. The brands

focusing on intimate apparel market include Victoria's
Secret, PINK, Intissimi and LaSenza. These brands are sold

at Victoria's Secret stores and via Victoria's Secret
Direct. The online sales channel VictoriasSecret.com was
launched in 1998 (Historic Timeline, 2008). It has been
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profitable since its beginning. Together with the

catalogue sales it forms Victoria's Secret Direct (VS
Direct)

(Redgrave, 2008). Figure 13 illustrates, that VS

Direct has had stronger growth compared to other divisions

of the Limited Brands (Comparable Store Sales, 2008) .

1 LTD stands for Limited Brands, VS stores stands for Victoria's
Secret Stores and Victoria's Secret Beauty, VS Direct stands fro
Victoria's Secret Direct compiling catalogue and inline sales, BBW
stands for Bath & Body Works.
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In the first quarter of 2008, all divisions of

Limited Brands except Victoria's Secret experienced
negative sales growth, especially Bath & Body Works

(Kerry, WSJ, August 21, 2008). Victoria's Secret Store

sales dropped seven percent compared to the sales in the
first quarter of 2007. Sales via the Victoria's Secret

Direct channels however increased 11 percent in the first

quarter of 2008. In the last five years the Victoria's
Secret Direct division has experienced approximately 10
percent sales growth each quarter (Comparable Store Sales,
2008). It is evident that the role of the Victoria's

Secret Direct is more than just a supporting sales
channel; it has become one of the main sales channels that
also provide access to Victoria's Secret products outside

of the U.S.

(Redgrave, 2008).

Today The Limited Brands is a major player in the

retail industry. By the end of the fiscal year of 2007
Limited Brands was operating almost three thousand stores
worldwide - 1,332 Victoria's Secret stores and 1,592 Bath

and Body Works stores. In addition, there were

independently owned La Senza stores in 42 different
countries. In 2007 over 60 new Victoria's Secret stores
were opened (Limited Brands Annual Report, 2007).
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Limited Brands Corporate Strategy
and Future Objectives

The vision of Limited Brands is to "make people feel

sexy, sophisticated and forever young." The mission is to
"build the family of the world's best fashion brands whose
well-told stories create loyal customers and deliver
sustained growth for the stakeholders." The objective of
the Limited Brands for 2008 is to deliver over 12% growth

of the operating income consistently (Redgrave, 2008). The
strategy of the company consists of the following six
points:

1.

Grow core brands in current channels and

geographies,
2.

Extend core brands into larger footprints and

new channels and geographies,
3.

Incubate and grow new brands in current

channels,

4.

Build enabling infrastructure and capabilities,

5.

Become the top destination for talent and,

6.

Optimize capital structure.

(Redgrave, 2008)

Until recently geographic expansion was not a priority for

Limited Brands. According to the Chairman of the Board and
Chief Executive officer of Limited Brands, Leslie H.
Wexner, the primary focus in the near future is to expand
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in to Canada, where the company bought the LaSenza retail
store chain in 2007. Mr. Wexner states that they "began to

work on international growth in earnest, recognizing the
global potential of the lingerie and personal care and

beauty brands, significant to [the company's] future"

(Limited Brands Annual Report, 2007, p. 36). International

growth is planned through development of strategic
relationships (Redgrave, 2008). The Limited stated in June

2008 at the Wachovia 18th Annual Nantucket Equity

Conference, that the company has "been spending time
laying groundwork for opening stores and meeting with

potential partners" in new geographic markets; however,
the company doesn't want to rush into these new markets,

but maintain steady growth in its current markets

(Redgrave, 2008).

The plans of Limited Brands for the year 2008 related

to Victoria's Secret are to open 43 new stores, which
means 20 new stores less than in 2007. All new stores will

be opened in the U.S. and net store square footage will
increase approximately 7 percent. The company will also

remodel 66 current stores and add sales space, providing
40% of the estimate net store space growth. 17 of the new

stores are planned in large specialty centers, 11 in top
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malls, 5 in value malls, and the rest in other locations
such as clearance malls (Redgrave, 2008).

Limited Brands has aimed for 12 percent growth in

operating income during the next years. Management
believes that the main driver of the growth is talented
human resources; hence another goal is to become an
attractive employer for the talented workers. Specifically
the major part of the annual income growth is expected to
come from growing current core retail brands like

Victoria's Secret, current channels and Geographic's. This
growth is estimated to increase operating incomes four to
six percent annually. Less, two to three percent, growth
of operating income is expected to come from expanding in

new channels and geographical markets (Redgrave, 2008).
The rest of the growth drivers are illustrated on the

figure 14 below.
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DRIVERS OF EPS GROWTH
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Source: Redgrave (2008).

Figure 14. Drivers of the Growth of Earnings per Share

The Limited Brand's management sees great growth
opportunities internationally. Their first experience in

foreign markets has been in the acquisition of Canada's La
Senza lingerie store chain with 467 independently owned
stores in 42 countries. In 2008 the company plans to open
six new Bath & Body Works stores in Canada - a first step

to take its retail outlets outside of the borders of the
United States. But the company is not limiting geographic

expansion to Canada. They have put together an experienced
leadership team that is responsible for building

connections with potential partners in foreign markets;
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therefore China is a possibility (Limited Brands Annual
Report, 2007).
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CHAPTER FOUR

VICTORIA'S SECRET SITUATION ASSESSMENT
Currently Victoria's Secret products are sold in

stores in the United States and through the online stores

internationally. This chapter will give a brief overview
of the target market, examine the competitive environment

in Chinese lingerie market, and analyze entry modes for a
global retailer into the China market.

Target Customer
The main target market for women's lingerie is mature

women. The Victoria's Secret customer base can be split to
two main groups: 1) The Victoria's Secret brand market;
and 2) the sub-brand Pink brand market.

Victoria's Secret Target Markets
Victoria's Secret stores sell products to two

distinct target markets - young women and mature women
(Skenazy, 2008). However, since adding the Pink Brand, the

original target market of Victoria's Secret has become
confused, for many mature customers the look that Pink has

brought to the stores represent teens or young college
students doesn't fit for career women. Furthermore

criticism has been that the stores have become "trashy",
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and reason for this change is caused by the company tried

to shift focus to male customers (Skenazy, 2008).

The focus on male target market is reflected also on

Victoria's Secret advertising on this year's Super Bowl
Day (Skenazy, 2008). The less elegant image has driven

some of their market away to shop for lingerie elsewhere.

As a result, the CEO of Victoria's Secret mentioned that
"they have become too sexy" and are looking to refocus
their strategy (Skenazy, 2008). Hence, the end customer
for the Victoria's Secret products is mature women (Zumda,

2008) .

Pink Target Customer
The Pink brand was launched in 2004 and is a
collection of lifestyle apparel for the young women (Moin,
June 2008). Since the launch the range of products offered

under the Pink brand has grown. Now it includes bras,

panties, sleepwear, sportswear, accessories, swimwear and
different beauty products (Moin, June 2008) .

To support the Pink line Victoria's Secret introduced
a Collegiate Collection in summer 2008 (Zmuda, 2008). The
new collection is sold in 33 universities in the U.S.,

including Harvard and University of Michigan (Victoria's
Secret.com).
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By dedicating attention to younger women, Victoria's
Secret hopes the current younger customers can become
their loyal customers for the future, and become the

target market for the Victoria's Secret brand (Zmuda,

2008) .
Competitor Analysis
Chinese lingerie market is in the growth stage,

Chinese women spend approximately 8% of their annual
clothing budget on'lingerie. Compared to French women,

Chinese women's,spending is less than half of the amount
French women spend on lingerie (Xu, 2006). However, with
the world's largest population, the Chinese market for

lingerie is the most promising, despite the small amount
women spent on underwear. In recent years the market has
grown on average 20% annually (China's underwear market,
)
2007.

It is also expected that the consumption of luxury

products goods will increase in next 10 years be
comparable to Japanese consumption (Xu, 2006.)

According to China's Investment Advisory Network
report, the annual sales of underwear in China were over
100 billion Yuan (14.5 billion USD)

(China's underwear

market, 2007). Women's lingerie accounted for 60% of
annual sales. Different Chinese companies export different
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underwear products to more than 200 countries, there are

great potential for export growth. The way to
differentiate in Chinese market is to provide high-end
products made of quality fabrics, and having a strong

brand image (China International Business, 2007).
China plays an important role in the global apparel
industry (Xu, 2006). In addition to export potential it
also had a huge potential for consumption growth. At the

annual fair for lingerie producers, 25 famous

international brands were present with an aim to get a
better understanding of the market. Some of the high-end

participants included Cacharel, Christian Lacroix, John
Galliano, Eminende and Janine Robin (China Business,

2007). As already mentioned previously, the Chinese

women's lingerie market includes many companies. The main
local players are Aimer with 10% market share, Maniform
(Shenzhen, China based company) with also 10% market share
and Embryform with 7% market share (Performance of...,

2006). In addition to local brands one strong
international brand in the market is Triumph

International, which has a joint venture with the local

company. In the lower market segment there are a lot of
unbranded products (Performance of ...,2006).
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Figure 15. The Main Players in the China Women's Lingerie

Market

One of the market leaders Chaoyang Maniform Garments
Co.,Ltd was founded in April 1996 and is a registered
trademark in China (Maniform, 2008). In 2005 Maniform

brand was chosen as Top Brand of China by China Promotion
Committee for Top Brand Strategy. The company operated a
39,000 square meter factory in China and produces bras,

underpants, sleepwear, swimsuits, shape wear and thermal
underwear. In addition to Maniform Brand Company owns also
Enweis and Langerie brand names, with stores all over
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China. Company is operating 33 sales offices and hundreds
of stores in major cities in China (Maniform, 2008).
Another strong lingerie company in the China market
is Embryform. The company was established in Hong Kong in

1975 (Embryform, 2008). The company headquarters are still

in Hong Kong, but the production facilities are in China
with 30,000 square meters of factory space and
approximately 4,000 employees. Embryform has about
thousand stores in 40 major cities. The products of

Embryform are known for quality and innovation (Xu, 2006).

Company operates two brandnames - Embry and Fandecie.
Products include bras, panties, girdles, corsets,

swimwear, sportswear, sleepwear, maternity and nursing
underwear ((Embryform, 2008).

The third major local lingerie producer in China is

Aimer. Aimer was founded in 1993 as a China-Japan joint
venture. The focus of the company was domestic China
market. The production factories of the company are

situated in Nanjing and Suzhou. Currently the company

operates six brands - Aimer, La Clover, Imi's, Gideon
Oberson, Lise Channel and Aimer men.

(Aimer, 2008) Company

invests into R&D and has established cooperation with
Beijing Institute of Clothing Technology, which has lead
into the development of new designs and fabrics. Company
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is looking into entering international markets (China

International Business, 2007).
The one International brand that has strong foothold

in China is Triumph ("Performance", 2006). Triumph
International has in China over 500 exclusive stores

(Gowda, 2006) and has a market share of about 9 percent
("Performance", 2006). Triumph is one of the world's

largest underwear producers and its products are sold in
over 120 countries ("Inspiring", 2008). The core brands of

the company include Triumph, sloggi, Valisere and HOM. In

2007 the company annual turnover was 2.28 billion USD
(Gowda, 2006).
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Bargaining power
of buyers ->
MEDIUM

Threat of Potential entry
HIGH
barriers to entry - need to have JV with local company
harder to compete if products have innvovative design,
fabrics and quality
threat of government limiting the increase of foreign
investments

Bargaining power
of suppliers ->
MEDIUM
Company has
production in
China
Strong
relationships with
the fabric suppliers
The retail
outlet providers
(shopping centers)
have argaining
power in regards
to rent, but it is
also adventagoes
for them to have a
strong
international
brand

>

Rivalry among competitors
+ HIGH
Hundreds of local
brands
Increasing number
of international brands
3-4 strong local
brands with good
price/quality range
High growth rate in
the industry
Increasing

<

Large
customer base
that is not
covered
Brand
knowledgable
customers
bargaining
power depend on
the customer
segment
no other
international
lingerie brands at
the moment
providing similar
products (e.g.
Frederic’s of
Holliwood)

%
Threat of substitutes -> HIGH
There are tends of low price local brands or
products without brandname
There isn’t really any substitue to underware
except wearing no underear, so the main concern is
competition from other lingerie brands

______________ Source: Porter’s Five Forces, Global Strategy, Peng 2001___________

Figure 16. Porter's 5 Forces Model for Chinese Lingerie

Market

Based on Porter's five forces analysis, the

competitive environment in the China women's lingerie
market is highly competitive as illustrated on figure 16.
The barriers to entry are rather low, and threats of more

strong lingerie brands entering market are high. The

bargaining power of buyers is also increasing as the
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customers have a wide choice of different international
and local brands, as well as their demands for product

quality are increasing. The threat of substitutes is high,

despite the difficulty to find a substitute for women's

underwear, as there is the choice of hundreds of lingerie

brands with different levels of price and quality. The
bargaining power of suppliers is medium. As for Victoria's
Secret, the company already has a production base in China
and long-term relationships with raw material providers

(Limited, 2007).

Diagnosis for American Company
Entering China Market
In over ten years the retailing industry has become a

truly international industry (Kuipers, 1999). Most of the
global retail chains are earning more than half of their
revenues today from their international operations. If in
early internationalization stages the steps were taken in

developed countries, then with the fast growth in
developing countries more and more global retailers would
enter these markets (Henzepeter, 1999). In addition to the

growth, the factors that drive this trend include growing

middle-class, often the weakness of local retailers and a
maturing retail industry. The retail format transfer

strategies when entering the developing markets have been
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different (Goldipan, 2001) . The analysis of these

strategies shows that the retail format strategy is the
key that determines the success in a new market (Peng,

2001).

There are several different formats for entering a
new geographic market (Goldman, 2001). The retail format

that the company operates in the domestic market can be

kept, same in the new market or it can be changed to fit

into the conditions in the new market (Henzepeter, 1999).
If the format is changed the extent of change needs to be

considered - to make extensive changes or very small
alterations. Such a product mix price or simply adapt

advertising, the strategic choices regarding the retail

format in the new market determines the strength of the
competitive position in the new market (Peng, 2001)

Figure 17. Decision Tree about Retail Format Strategy when
Entering New Geographic Market
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The choices regarding the retail format can be very

costly (Goldman, 2001). First, if the wrong format is
chosen, it may lead to operational losses from and hence,
exiting the market. Past examples of companies that exited

from a new market include: K-mart leaving Czech Republic
and Singapore; Wal-Mart leaving Germany; and Carrefour

leaving Hong Kong (Sherman, 2008). Second, modifications
made to the current retail format are costly. When the
format is changed current competitive strengths are

compromised and the risks related to the new, strategy are
high. The larger the differences between the domestic and

new market, the higher the risk of failure. Regarding
American companies entering China market, since these two
countries are extremely different, therefore the risks are

high.

(Goldman, 2001)
The retail format can be divided into two main parts:

external and internal elements (Goldman, 2001). External
elements include: product assortment, shopping

environment, store location and price (Inkpen & Dinur,
1998). These elements are seen and experienced by the
consumers

(Goldman, 2001). Internal elements on the other

hand are often not visible,, and it includes: systems,

methods, procedures, and techniques, but also the
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organizational culture with norms, rules, practices, and
experiences (Goldman, 2001).

Goldman (2001) studied international retailers who
entered the China market and found that the factors that

determine format changes include: conditions in the new
market, global position of the company, and company's

current global strategy. In the research the companies had
four different strategies regarding retail formats: enter
the market with the current format, change very few, few

or very many elements of it (Goldman, 2001.).
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Table 2. Different Retail Format Strategies when Entering
Chinese Market
Make changer to the format

Retail
format
transfer
strategy

Transfer
current
format

Very limited
change

Limited
changes

Extensive
changes

Number of
changes

0

3-5

4-9

22-34

Type of
retailer

Luxury
specialis
ts

Origin of
Europe
retailer

Main
concern

Damage to
brand
image

Clothing
specialty,
supermarkets,
hypermarkets,
department
stores,
wholesales

Department
stores,
general
merchandize
stores

Clothing
specialty,
shopping
center,
supermarket,
department
store

Asia,
USA

Asia

Asia,

Adequate
supply of
products

Gaining
market share
in a new
market as
fast as
possible

Europe,

Similarities
overweigh
differences

Europe

Source: Goldman, 2001.

When companies entered the market with the current
format their main concern was "not damaging their current
global standing" (Goldman, 2001). This group marketed

luxury retailers such as Gucci, Dunhill, and Escada, who
have a well-defined target market. Even though the current

format wasn't fully compatible to the host market, they
did not make changes. The products, shop interior,

technologies and so forth were usually imported from home
market, increasing the costs remarkably (Sherman, 2008).
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When companies made very limited changes to their

current format, they believed that the home format that
worked would also guarantee success in China (Goldman,

2001). According to Calvin Klein's one store managers felt
that the "similarities in the markets overweight the
differences" (Chao E., 2007, p. 87). They usually kept the

assortment, store name, brands, store interior, service
concept and prices same as in the domestic market,
however, some technologies may have been simplified for
China market (Goldman, 2001).
Japanese style department stores and general

merchandize stores tend to make limited changes to their

retail format (Goldman, 2001). One reason for limited
changes is that the companies in this group were operating
in Asian markets already, so there were fewer differences

between the host and domestic markets (Chao E., 2007).
Their main concern was the ability of Chinese producers to

provide an adequate supply, so they still imported their

products from other Asian countries. Another element
changed was simplification of technologies and methods
(Chao E, 2007, p. 106).

Companies that made extensive changes to their retail
formats aimed at gaining advantage from the differences
between the host and domestic markets, and from the
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opportunities that China provided to them (Goldman, 2001).
The companies in this group had different goals; some of

them had an objective to become main player in China.
Other retailers also used China as a testing ground for
the rest of Asia. For example Giordano, Hong Kong based

apparel store chain, opened in China large stores with
larger assortment of products compared to the domestic

market. Unlike Hong Kong they used a franchise concept in

China. They aimed on China becoming the future base of
their Asian operations (China International Business, June

2007) .

American Retailers in China in 2008
Goldman's study in 2001 did not include many American

retailers as at that time they had not yet entered the
market or would not agree to participate in the research

(2001). Over seven years have also passed since this
research. Currently many American based retailers operate’

in China, among them Calvin Klein, Coach, Ralph Lauren,
Tommy Hilfiger and Levis. The adaptation of retail formats
of these companies can be used as an example for
Victoria's Secret strategy for entering China.
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Table 3. Retail Formats of American Retailers in China
GAP

Ralph Lauren

Tommy
Hilfiger

Levi's

Different
form US; the
style is
targeted at
the age group
between
20-30.
Same brand
name

Product
assortment

Same as in
Same as in
US;
Size range is US;
smaller?

Same as in
US;

Brands

Same brand
name

Same brand
name

Same brand
name

Store
interior

Same as in US Same as in US Same as in US Same as in US

Store
location

High-end
shopping
centers

Service
concept

Same as in US Same as in US Same as in US Same as in CJS

Compared to
US higher-end
Target market and wealthier
customers

High-end
shopping
centers

High-end
shopping
centers

Compared to
US higher-end
and wealthier
customers

Compared to
US higher-end
and wealthier
customers

Higher
compared to
US

Higher
compared to
US

Price

Higher
compared to
US

Advertising

Ads used by these retailers in China are
more conservative and less provocative
than they are in the US.

Super models
Local?
Local?
used in ads
Source:
Sherman, Lauren, Forbes 2008
Goldman's Study 2001

Local?

High-end
shopping
centers
Compared to
US higher-end
and wealthier
and younger
customers
Higher
compared to
US
More
conservative
than US but a
little more
edgy compared
to GAP or
other, as the
target market
is younger
consumers.

Local?

In the context of Goldman (2001) study, it can be
seen that the four US retailers have made limited changes

to the external elements of their retail format. The

internal elements of the retail format are not analyzed in
this paper.. The visible external elements are listed in
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the table#3. GAP, Ralph Lauren and Tommy Hilfiger are all

selling in China a similar product assortment compared to
the US. Only Levis has a little different assortment. In

China, Levis is targeting a younger target group (age
20-30) compared to the target group in the US. Similarly
the store interiors of all four retailers are very similar

to their stores in the US. The difference is that if in
the US these stores are usually located in very different

shopping centers and malls targeting middle- and

upper-middle class customers than in China where stores
are located in high-end malls that also include brands

like Gucci, D&G or Vivienne Westwood. With the location in
expensive malls comes also a higher price. In general the
prices for these products in China are higher compared to
the prices in the US (Sherman, 2008).

Advertising channels used in China are similar to the
US. However, the style of ad campaigns is more
conservative compared to the US. Usually the concept of
the ads is not as provocative. Levis might be an exception

as compared to the US their target market in China is
younger, so their campaigns have a younger feeling to

them. Usually the campaigns are targeted at the China
market and made in China. Often the local super models (or
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at least Asian models) are used in the campaign ads
(Sherman, 2008).

The findings of the Goldman study (2001) and the
experience of other US retailers, like Calvin Klein and

Levis, are useful in proposing a market entry strategy for

Victoria's Secret. The strategy suggestions to Victoria's
Secret are given in the next chapter of the proposal.
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CHAPTER FIVE
MARKETING STRATEGY

Marketing Objective

As discussed in chapter one, China contributes to
about 20% of the world's population and has been

experiencing over ten percent GDP growths in the recent
years (The CIA Factbook, 2008). The average income of

people has been increasing, especially in urban areas
(Laurent, 2007). Chinese consumers are becoming more

knowledgeable of the global brands. As their incomes rise,

Chinese women want to look trendy, wear apparel that is

high quality and made of contemporary fabrics

("Performance...", 2006) .
The demand for fashionable lingerie has increased in
China (Xu, 2006). The lingerie industry in China is very

competitive with many different local companies competing

for market share; most of local companies produce

unbranded products. While the top 30% of the market is
covered by three brands - two of which are local (Aimer
and Maniform) and one is international (Triumph).

("Performance...", 2006)

Chinese consumers are seeking more luxurious and sexy
image, although lingerie brands present in China market
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are not focusing on those, there is a large market.

Further, retailers that sell luxurious sexy lingerie such
as Victoria's Secret and its competitors (for example

Frederic's of Hollywood and Agent Provocatour) are
currently not present in China market. As the demands of

Chinese women are changing for more fashionable lingerie
and are willing to pay for it, the current brands in the

market have moved into the market segment that is seen as
luxurious and sexy in Chinese women's eyes

("Performance...", 2006).
Another evidence of increasing demand for the image
that Victoria's Secret offers is the fact that China's

government controlled news agency People's Daily reported
in August 2007 there were incidents of counterfeit

Victoria's Secret products were sold in China market.
Victoria's Secret's parent company Limited Brands Ltd. was
able to stop fraud cases. The Chinese government agency
was able to confiscate the counterfeit products and file

charges against the counterfeiters. It's in an action to
show that China's willingness to fight its counterfeit

luxury product problem. The majority victims whom brought
the fake products were middle-high income women (Xinhua,

People's Daily Sep 28, 2007). However, the incident shows

there is demand for products carrying Victoria's Secret
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label. One way to fight the counterfeit products is to
offer the original branded products to women in China.

The fast growing China market, changing lingerie
preferences, increasing incomes of Chinese women, and the

void in the luxurious and sexy market segment are the main
reasons why Victoria's Secret should consider enter this
market. Entering the market before its main competitors

like Agent Provocatour and Frederic's of Hollywood, will
allow Victoria's Secret to gain a stronger foothold in the

market and increase market share rapidly.
Victoria's Secret has been a trend maker in the

women's lingerie industry for years now. Up to now the

focus of the company has been in its home markets - the
United States and Canada. International'customers have

been able to purchase the fashionable Victoria's Secret
lingerie through its online store. Victoria's Secret is

though much more than just a brand. It is also the

shopping experience in the recognizably decorated

Victoria's Secret stores that provide high quality
service. Even though online presence allows the company
get closer to its international customers and has been a

great tool in promoting the brand name outside its home

markets, shopping online does not compare with the
in-store experience. Using their brand strength Victoria's
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Secret should capitalize on the opportunities present in

China.
Objective

1.

Open 4 stores in China for first year,

2.

Two stores in Beijing, one store in Shanghai and
one store in Shenzhen

3.

Positioning as Luxury Brand

Marketing Strategies

The following is the strategy for Victoria's Secret
to enter the China market. This involves the four P's product, place (distribution), promotion and price.

Product

Goldman's research (2001) noted that retailers
entering China should determine whether the product mix

should be modified. In some cases, the retailers will
limit product assortment further in depth or breadth. For
example, Levi's does not sell plus-size jeans in Europe
(Goldman, 2001).

Victoria's Secret should focus their main brand
"Victoria's Secret" when enter the Chinese market. This

includes all current lingerie style lines and accessories.
For many intentional brands that already in China,

Such as Gucci. In 1996, Gucci opened two stores in China
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(Gale, 2007). As of May 2008, Gucci owns 19 stores in

China. On August 8, 2008 Gucci opened a new Gucci watch
boutique in Shanghai, adding total 20 stores in China

(Laurent, 2008). The original two stores carried solely
clothing. Gucci's CEO Mark Lee in an interview with Forbes:

"Europe and America are more similar. If you talk Asia, if
you talk East versus West, you have a higher preponderance

of ready-to-wear in the West compared to the East., so you
have a higher preponderance of accessories in parts of

Asia." (Kirdahy, Forbes, 2008) Today, besides the 6 Gucci
accessories boutiques, all Gucci stores in China carry

wide range of accessory products.

It is essential for Victoria's Secret to avoid narrow
product assortment. For Gucci, bestseller products are
typically consistent (Kirdahy, 2008). Victoria's Secret

should keep the current styles and colors. One change that
might be necessary to make is size range. On Average,

Chinese women use much smaller lingerie sizes than the
women in the US. It may be necessary to add smaller

numbers to the range. It is necessary to conduct the

market research to determine what sizes and in what
quantities should be sold.
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Place (Distribution)

One important part of the market entry and marketing
strategy is China is a huge country. It is evident that in
the first stage of market entry only the top of iceberg
can be touched. In choosing the cities where to focus, the

experience of other global retailers and US should be

considered. The following is the table presenting the
cities where the four US retailers which are GAP, Levi's,
Tommy Hilfiger and Ralph Lauren have opened their stores.
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Table 4. The Presence of United States Retail Chains in

the Chinese Market
Current Number of
Stores

Cities the retailer has retail
space

15 stores

Beijing, Shanghai, Shenzhen,
Nanjing, Guangzhou, Shenyang,
Chengdu, Chongqing
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Beijing, Shanghai, Shenzhen,
Nanjing, Chengdu, Xiamen,
Guangzhou

Coach

Levi's

Tommy
Hilfiger

9 stores
Products are also
sold through major
Chinese department
stores

Beij ing, Changchun, Chengdu,
Guangzhou, Hangzhou, Hong Kong,
Shanghai, Wenzhou, Zhengzhou.

Ralph
Lauren

1 collection store,
Products are also
sold through major
Chinese department
stores

Shanghai

Calvin
Klein

1 collection store,
Beijing, Changchun, Chengdu,
Products are sold
Chongoing, Hangzhou, Hong Kong,
through major Chinese
Shanghai, Wenzhou, Zhengzhou.
department stores

Beijing, Chongoing, Hong Kong,
Macau, Shanghai, ShenZhen,
Wenzhou.
Source: Worlds First Fashion Shopping Directory, 2008.

7 stores

Escada

Drawing from other brands' experiences, the first
stage of entering the Chinese market, Victoria's Secret

should distribute their brand and open boutiques in three
Chinese cities - Beijing, Shenzhen and Shanghai. These are
the largest and most developed cities in China, as well as

being very international (Fuxin., China Daily, March 2009) .
Beijing is amongst the most developed cities in China

with tertiary industry accounting for 71.3% of its GDP.
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Shanghai is regarded as the center of finance and trade in
mainland China, it has one of the world's busiest ports.

Shenzhen is a major manufacturing center in China, it is
top rank among mainland Chinese cities in terms of
comprehensive economic power (Morrison, 2008). All three

cities are China's major destination for international

corporate headquarters, with highly educated and

mordernized workforce (Morrison, 2008).
This will allow Victoria's Secret target in addition

to the local population also the tourists visiting cities,
but also the expatriates working in these cities.

82

Table 5. The General Demographics of Beijing, Shenzhen and

Shanghai, Based on Year 2006 Census Data
Shanghai

Beij ing

Shenzhen

Population

13.82 million

16.74 million

12.0 million

Working
population

6.14 million

8.2 million

3.3 million

Per capita GDP

22,000 Yuan
(3,214 USD)

34,426 Yuan
(5,029 USD)

12,885 Yuan
(1,882 USD) for
Guangdong
province2

(685 11,718 Yuan
(1,712 USD)

3,654 Yuan (534
USD) in the
whole Guangdong
province

Net per capita
4,687 Yuan
income in rural
USD)
households

Average wages
of staff and
workers per
person

15,600 Yuan
(2,279 USD)

15,420 Yuan
(2,253 USD)

13,545 Yuan
(1,979 USD) in
the whole
Guangdong
province

Source: China's Economic Conditions, 2008.

Victoria's Secret should open the total of 4

boutiques in the first stage of entering the China market.
Two stores should be open in the capital Beijing, and one

store in Shanghai and one in Shenzhen.

In addition to choosing the city where to start
expanding into the China market, it is important to choose

a good location in these cities. As with GAP, Victoria's

2 The Shenchen income data is for the whole Guangdong province; as
Shenzhen is one of the largest modern cities in the area with highpaying industries, teh numbers are expected to be much higher for
ShenZhen city.
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Secret will focus on the upscale shopping centers and

malls. Victoria's Secret should also open retail boutiques
that target the upper class because these customers would
have the income to afford the Victoria's Secret brand.

Further by opening the stores in the higher end luxury ‘
malls, Victoria's Secret will be able to position itself

as a sexy and luxurious brand. The following table

presents two to three top choices of the malls in each of
the three cities suggested.
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Table 6. The Top Choice of Malls where Victoria's Secret

Could Open the Stores during the First Stage of Entering
the China Market
Bei j ing

Shanghai

Shenzhen

Shin Kong Place
Known as one of the most
luxurious shopping
centers in Beijing.
Opened in 2007. Includes
many specialty shops
with brands like Gucci,
Prada, Juicy, Anna Sui
and Channel.
Location: Chaoyang
District

Grand Gateway Plaza
The biggest of the
area's shopping malls,
located near Hong Kong's
business district with
most tourist activity.
Covers six floors of
shops.
Location: 1 Hongqiao Lu
At Huashan Lu

Mix Shopping Mall
The largest shopping
center in China. The
stores are above average
prices. Mall includes
wide array of stores and
entertainment and
restaurants.

You Yi Shopping City
(Beijing Lufthansa
Center)
Shopping center have a
floor area of 40,000
square meters.
Location: Chaoyang
District

New World Department
Store
A large department store
offering wide range of
stores with Madame
Tussaud's wax museum in
the middle as one of the
attractions.
Location: 2 Nanjing Xi Lu
Near Changshu Lu

King Glory Plaza
Includes stores from
many international
brands The mall has a
futuristic hi-tech style
Location: Luohu region

Grand Pacific
Includes many
international women's
fashion brands
Location: Xicheng
District
Source: China Department Stores (2008).

As mentioned by Goldman (2001) regarding entry

strategies to the Chinese market, one important decision
is about the changes that that should be made to a

retailer's current store layout and atmosphere. One part
of the retail format is the actual store. Victoria's
Secret stores have a specific and recognizable interior
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design. In general, Victoria's Secret can transfer the

store format to the China market and open stores that are
very similar to the stores in the US.

In the US the average Victoria's Secret store size is
6700 square feet (Redgrave, 2008). Currently in China most

of the lingerie stores are much smaller in size, in
Beijing the average local underwear store 800 square feet

(China Fashion, 2007). Lingerie shopping is an experience
that requires privacy. Victoria's Secret should aim at

opening in China stores with the similar large size as it
has in the US. This would help to keep the feeling that is

present in the Victoria's Secret stores in the US. It

would also help to preserve the privacy of customers.

Promotion
Advertising costs take a large part of the budget
when entering the new market. In the home markets, one of
the strengths of Victoria's Secret is its eye-catching

advertising, such as its annual fashion shows, glamorous

television ads, and sexy models. To enter the Chinese
lingerie market successfully, Victoria's Secret needs to
advertise.
Brand image needs to be introduced to the Chinese

customers with an advertising and promotion strategy that
will help familiar the market with the products, at the
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same time helping to gain market share rapidly. In current
markets Victoria's Secret products are positioned as fun,
luxurious, romantic, sexy, desire and love.
As a main market entry event, Victoria's Secret

should arrange a fashion show similar to the annual shows
held in the US. This should be supported with an ad
campaign in the major women's magazines published in

China. Billboards ads set up near the major shopping malls
in the city. In store advertising with special store

opening sales and events includes hiring Chinese
celebrities as spoke models.

Fashion Show
Victoria's Secret models are very important

messengers of the brand image. The annual fashion show

with live broadcasts has become popular all around the
world. However, due to culture, differences between China
and Western countries, broadcasts fashion show on Chinese

television is not suitable for China's conservative
culture. In alternation, arranging a similar fashion show

in China as the major market entry event invites media
presence. This event should be organized as one of the

main events when the first stores are opened. The event
should present the major Victoria's Secret models. As a

gesture of adapting to the new market, the most well known

87

Chinese super models should be included in the fashion

show.
One way would be to organize the fashion show as part
of some major lingerie fair. Independent events would also

allow Victoria's Secret to get all the attention. The
major media channels should be invited to participate in
the event.

In order to make the event more special, Victoria's
Secret designers could put together a special product line
for the China market. The special line could have some

elements that would use the Chinese style ornaments. The
stage could be decorated in the atmosphere that reflects
the Chinese arts, culture, nature, and design. Red is the

most popular color in China, it represent love, happiness,
successes, and Good Luck (Chinese Fashion, 2008). This

would not only draw attention to Victoria's Secret in

China, but could also gain international coverage. This
could help to boost sales also in other markets.

Ad Campaign in the Magazines
The magazine industry in China is highly fragmented
("China magazine industry", 2006). Many of the globally

known women's magazines are publishing Chinese edition.

Such magazines include Vogue, ELLE and Cosmo. For example,

in 2004 the number of magazines in China totaled 9,704,
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though most of them were non-commercial (women of China,

2006). In addition to the globally well-known magazines,
the local women's magazines are Ray Li and Chinese

Fashion.

Table 7. Leading Women's Fashion Magazines in China

Magazine

Year since when
published in
China

Notes

Vogue

20053

Focus on international and local
content. 430 pages.4

19885

Presents a global outlook and
inspiration to young women..
Chinese version of the Global
magazine ELLE.6

BAZAAR

1998

Fast-growing fashion magazine for
the career women age 25 and older,
with high salary and high taste.
Copyright co-operation with
Harper's BAZAAR. Over 300,000
readers with high consuming
capacity in China.7

RayLi

Published since
1995

A local women's magazines targeting
a wide audience in age 16 to 35.
Gives fashion advice and
publishes.8

1990

Fashion magazine targeting women
age 25 to 35, with high income and
consumption power. Focus on health,
cosmetics and clothes.9

ELLE

Chinese Fashion

3
4
5
6
7
8
9

China Magazine Industry,2006.
Vogue ..., 2005.
ELLE China, 2008.
ELLE China 2008.
BAZZAR, 2008.
RayLi, 2008.
China Fasion, 2008.
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The ad campaign in the magazines should have two
phases. First, general ads should be put in the magazines.
These should be glamorous and eye catching, but also

informing the customers about the location of the stores.

Second, the company should publish in the choice magazines
feature stories that would introduce the brand better to
the Chinese customers. The focus or style of the feature

articles should be customized to the specific magazine. •
The ideas could include the story about Victoria's Secret

models, introduction of the product line, and article

about the trends in the lingerie fashion. In addition, the
fashion show should gain coverage in the fashion

magazines.

In-store Advertising Activities
Third part of the advertising strategy should include

in-store activities. Just like when opening the new stores
in the US, the new stores in China should hold activities
that would attract customers. One such activity could be

special offers. In addition focus should be paid on
services provided (e.g. helping the customers find their

right bra size and style) and helping the customers see
how the Victoria's Secret stores differ from the

competitors. Very importantly, Victoria's Secret should
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provide high quality customer service in China since it's
positioned as a luxury brand.

Pricing
Pricing strategy plays an important role when the
company enters the new market. The examples of other US

retailers shows that often the products sold in China are

more expensive compared to the same products sold in the

US.
In general, Victoria's Secret need to keep the same

cost-revenue structure as it has in its domestic market.

As the strategy is to open the stores in the high end

malls, the higher price should not be an issue to the
customers. As the company has production in China, it
could be estimated that costs per product should be lower

as the transportation costs should be lower.

For the more detailed price strategy market research

should be conducted in order to map the prices of the
competitors. Also break-even analysis needs to be

conducted in order to determine the average costs per

product. Based on these two sets of information the
pricing strategy can be formed.
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Conclusion
The objective of this project has been to analyze the

potential for Victoria's Secret to enter the Chinese
market. With the world's largest population, China is an

attractive new market. Other factors that contribute to
the attractiveness of Chinese market include rapid

economic growth, increasing incomes, and high awareness of
global brands.

The current research shows that the women's lingerie

market in China has a high level of competition. The
industry leaders hold about 30% of the market share but
there are tens of local companies that offer branded and

unbranded lingerie lines with wide price range. The market
niche where Victoria's Secret is concentrating - sexy and

fashionable lingerie, has lower level of competition. At
the same time, the Chinese women's demand for more

fashionable products is increasing rapidly. The main

global competitors of Victoria's secret, namely Fredericks

of Hollywood and Agent Provocatour, have not yet entered
the Chinese market, giving the company a good competitive
advantage if they are first to enter the market.

At a first stage Victoria's Secret should focus on
three biggest Chinese cities - Beijing, Shenzhen and

Shanghai, open the total of 4 stores: two in Beijing, one
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store in Shanghai and one in Shenzhen. The stores should
be opened in the upscale shopping centers, targeting upper
class customers. Focusing on the luxury malls will enable
the company to reflect the image that its products are

sexy and luxurious.
The stores opened in China should follow the

recognizable interior design and format used in the stores
in the US. As in China most lingerie stores are small,

Victoria's Secret should keep their average store size of
about 5000 square feet, offering Chinese women a new kind
of lingerie shopping experience with more privacy and high
standard of personal service.

The product assortment in China should include
Victoria's Secret lingerie, pajama, and accessories. The
Chinese customers should have the same wide choices of
products as sold in the US. Only the sizes should be
reviewed as on average Chinese women wear smaller lingerie

sizes compared to the US customers.

Even though many Chinese women are already familiar

with the Victoria's Secret, the brand image needs to be
introduced to the wider audience. The image of fun,

luxurious, romantic, sexy, desire and love, should be kept

in the Chinese market. The marketing campaign should have
three main parts. First, the main market entry event
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should be grand scale fashion show similar to the annual
shows held in the US. Second step should be an ad campaign

in the major women's magazines published in China. Third
and very important part is the in-store advertising with

special store opening sales and events.
Due to the lack of information a detailed financial

analysis of the market entry to China could not be
performed in the framework of this project. The finalized

strategy should include a break-even analysis together

with cost analysis. When the reliable information about
the costs is obtained the estimated budget for the market
entry strategy can be compiled. The financial analysis is

the next step for the future research.
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